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EDITORIAL DEPARTMENT NOTE 


During discussion from the floor at the Hot Springs Con- 


vention a question was raised as to why there was not more 
uniformity in principles and procedures in our cost accounting. 
It is likely that a reading of the two articles in this issue of the 
Bulletin will throw some light on that question. Here we have 
two men, each with considerable experience in the garment 
manufacturing industry, describing different methods of costing 
for the manutiacture of ons, One describes standard costs, 
the other job costs. ch system is designed to meet certain 
specific conditions. The articles are interesting and helpful for 
this very reason. After all, accounting is not an end in itself, 
but a service function and must be suited to the particular con- 
ditions of the company concerned. This is why there is such 
an apparent lack of uniformity in cost accounting methods and 
the reason so much emphasis has been placed on how-we-do-it 
articles in N. A. C. A. publications. 

We are pleased to be able to publish as the first article in 
this issue of the Bulletin a contribution on standard costs in the 
garment industry by a Past President of the Association who is 
an outstanding authority in the field of which he writes. Frank 
L. Sweetser has been active in N. A. C. A. since becoming a 
member in 1920. Prior to ae | the presidency in 1928-29 
he served as Director in charge of Publications, Membership 
and Chapters, and for two years as Vice President. In addi- 
tion to his N. A. C. A. activities, Mr. Sweetser served from 
1926 to 1928 as National President of the American Manage- 
ment Association. His wide business experience has been gained 
with the Samuel Ward Co., the Twinlock Co., the Library 
Bureau, the Dutchess Manufacturing Co., and as a Partner in 
the firm of Stevenson, Jordan & Harrison. During 1926-27 
Mr. Sweetser served as Chairman of the Board of the Inter- 
national Association of Garment Manufacturers and in 1927 as 
a member of the Executive Committee of the Clothing Manu- 
facturers’ Research Board. Mr. Sweetser has written exten- 
sively on management problems. 

Our second article is by Gordon W. Schroedel of Cincinnati, 
who received his early education at Woodward High School in 
that city and was graduated in Commercial Engineering from 
the Coll of Engineering and Commerce, University of Cin- 
cinnati. r. Schroedel has had considerable experience in the 
cost yo of several large industrial companies, includ- 
ing a large manufacturer of uniforms. For the past twelve 

rs he has been connected with the brokerage firm of W. E. 
utton & Co. in Cincinnati. 
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STANDARD COSTS SIMPLIFIED FOR GARMENT 
MANUFACTURERS | 


By Frank L. Sweetser, Partner, 
Stevenson, Jordan & Harrison, New York, N. Y. 


INTRODUCTION 


+ res MANUFACTURE of garments is one of our larger in- 

dustries, producing both work and dress requirements for men, 
women and children. Primarily it consists of fabricating woven 
piece goods into various garments. These materials are made from 
the fibres of wool, cotton, linen, silk and rayon or of combinations 
in varying proportions. Many garments are also knit from yarns 
or cut from fabrics knit into piece goods. The scope of this article 
lies within the field known as the “cutting-up trades.” 

As a whole the industry has not become thoroughly modernized. 
Many units still follow practices and use equipment which have 
long been in existence. Small manufacturing units greatly out- 
number the larger ones. Most of the factories make a considerable 
variety of types in ever-changing models and from many fabrics. 
The policies of the industry are greatly influenced by the fact that 
the owners and managers are largely merchandising minded rather 
than production or mechanical minded. 

Labor has usually been paid by straight piece work, especially 
for the sewing and pressing operations. Until quite recently, not 
much has been done by way of study and analysis, hence much 
unfairness has prevailed. ; 

The factory work consists mainly of receiving and storing ma- 
terials ; cutting room operations of spreading, marking in patterns, 
cutting, usually by electric machines, and bundling or sorting and 
ticketing the cut parts in preparation for sewing ; sewing the pieces 
together with machines often highly specialized for definite types 
of work; pressing; and the shipment or storage of finished gar- 
ments. Cutting and pressing room work is usually performed by 
men, while the sewing operations, excepting within our larger 
cities, are mostly done by women. 

To the casual observer a garment factory seems simple enough, 
but like many others it is full of small complicated details which 
impose the necessity for skill and care. Changes in style constitute 
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one of the serious difficulties. In most units seasonal changes and 
fluctuations in volume are a greater factor. There is usually a 
recognition of definite Fall and Spring seasons. Some branches 
of the industry have as many as six distinct seasons, each with a 
highly styled new line of garments. Variety is another factor con- 
tributing a trend away from simplicity. Hundreds of different de- 
signs and constructions of woven materials made up in dozens 
of models with each further complicated by varying grades to meet 
price competition are commonly to be found. For such an industry 
any plan for accounting and costing must be easily comprehended, 
as well as definitely simple in its operation. 

Fortunately, the required elements entering into a proper cost- 
ing plan lend themselves to a simple rather than a complex treat- 
ment. Usually the values of the products in dollars are individu- 
ally small, hence hair-splitting accuracy in expense distribution is 
not needed. 

Standard costs, based upon carefully prepared budgets and 
standard allowances for materials, direct labor and expenses are 
now used by some of the best managed and most successful gar- 
ment manufacturing companies. Comparisons of performance with 
standards present to the executives a graphic picture of analyzed 
variances from the established standards, which provide the best 
possible indicators for action to reduce excessive costs. The whole 
structure of such a standard cost plan is controlled by means of a 
complete tie-in with the books of financial accounting, thus assur- 
ing dependable accuracy. 

THE METHOD 


The Accounting Plan 

The length of the accounting period is one calendar month, in- 
stead of a year. The records, statements, prorations, and book 
closings must be complete for the month, otherwise the information 
will be distorted. Prepaid and deferred charges, as well as accrued 
unpaid debts, must be properly reflected. Most important is the 
setting up and maintenance of a perpetual inventory, instead of 
awaiting an annual or a semi-annual physical inventory. This in- 
ventory valuation is the one missing link not disclosed by the ordi- 
nary set of books. 

The inventory account, together with its supporting data and 
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statement, is always valued at standard costs. All charges and 
credits to this account are at standard. Whenever physical inven- 
tories are taken for checking purposes they are also priced at 
standard. The charges consist of materials purchased, direct labor 
taken from payroll analyses and manufacturing expenses taken 
from the operating statement. The credit consists of the standard 
manufacturing cost of sales plus minor items used for various pur- 
poses. The resulting debit balance monthly is the standard value of 
inventory. 

Two means are necessary to the satisfactory control of inven- 

tory, viz.: 

(a) Physical separation from factory operation in a suitable 
convenient space available only to the person directly in 
charge or his assistants. 

(b) Detailed records of quantities on hand, available for use, 
received and issued. These are essential for all items of 
direct materials and for indirect supplies. 


There are four important considerations in the general account- 
ing, namely : 

(a) Control—by the general ledger. 

(b) Analysis—from the distribution of accounts payable. 

(c) Executive information—from reports and statements. 

(d) Comparisons—by means of filing the statements and re- 
ports in special binders arranged to “shingle” the forms, 
and by graphic charts. 


The purpose of this method is to present to the executive 
promptly (within five working days of end of period) complete 
data on the progress and condition of the business. 

Condensed summaries quickly indicate the high spots, while the 
follow-through to the last detail is conveniently available. 


Cost Centers 


Multiple centers are not necessary in the garment industry. In 
smaller companies, and in many large ones, only one direct manu- 
facturing center is required. When branch factories are operated, 
one cost center for each is sufficient. Where separate departments 
are operated for making very different garments, it is sometimes 
desirable to add centers to properly control costs. 
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Usually the following cost centers are the best arrangement: 


Dept. # Department 

II —Factory—lIncluding cutting, pressing and inspection. 

.12 to.15—Branch sewing plants. 

-16 —General—For factory expense items not included in 

Departments .11 to .15. 

21 —Selling and administrative. 

In all cases the cost center setup should follow the chart of or- 
ganization which should indicate definite authorities and respon- 
sibilities. This tends to make supervisors cost conscious and leads 
to a compensation plan for key men based on performance com- 
pared with budgets and standards. Varying rates by types of oper- 
ation for direct labor costing of products are used within each cost 
center, while a single expense rate is sufficient. 

This expense rate is partly for direct expenses charged to the 
center, plus a portion of the general factory expense carefully 
budgeted once annually to the centers. In practice, the direct labor 
rate would be different for cutting, sewing and pressing. To these 
rates would be added a flat expense rate so that in calculating 
costs a combined direct labor and expense rate is used. 

The purpose of accounting by cost centers is, first, to provide 
a set of budgeted standard costing rates and second, to furnish a 
means of making up cost variation statements which indicate vari- 
ances from standard cost both in totals and by items of direct labor 
and expense in detail. Contributory departments, such as pur- 
chasing, payroll, clerical, materials and supply and storeroom, are 
included in the general center, while sales offices and general office 
are included in selling and administrative center. 

Care should be taken to avoid splitting any particular items. It 
is better to include all of any one expense item in one center, 
wherever possible. 


Chart of Accounts (Exhibit 1) 

A definite chart of accounts is necessary in two parts: 

(a) General ledger control accounts. 

(b) Subsidiary distribution of accounts payable. 

A decimal classification for account numbers simplifies the rou- 
tine work. For general ledger accounts use the two digits to the 
left ; for expense classifications two or more digits following ; then 
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a decimal point separating the symbol, usyally two digits, repre- 
senting the cost center. Thus—#9974.12. 

99 indicates General Ledger Account “Expense.” 

74 indicates “Telephone and Telegraph.” 

.16 indicates Cost‘Center “General.” 


For accounts other than expense (#99) no cost center number 
or decimal point is used. For example— 

#12 in first and second position to left indicates General Ledger 
Account “Accounts Receivable” and 

#44 in first and second position to left indicates Machinery and 
Equipment. 

The chart of accounts is arranged so that each month after clos- 
ing the balances of the general ledger, the accounts are in exact 
order to draw off the balance sheet statement. Likewise, the chart 
of distribution of expense accounts for actual operating costs are 
arranged to match the items on the budget to expedite the posting 
to the actual expense column on the cost and variation statement. 

No ledger accounts are required except for general ledger con- 
trol accounts. Subsidiary and expense items are kept as accounts 
payable distribution records in whatever form is preferred. Pay- 
roll analyses give all direct and indirect labor details which are ex- 
cluded elsewhere, therefore entries for all labor are made directly 
to statements from the payroll analysis. 

The primary classification of accounts is shown below. The 
further detail of planned accounts is presented in Exhibit 1 at the 
end of the article. 


First Digit Class of Accounts 


Cash and Receivables 

Inventories 

Investments 

Plant and Property 

Deferred Charges 

Current Debts 

Long Term Liabilities and Reserves 
Net Worth 


Operating 
1313 
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Budgets 

No longer do well managed companies look backward to the his- 
tory of the past for comparisons. Budgets suggest looking ahead 
to a forward plan using the light of current operations. Budgets 
make people think. Executives and supervisors who are helped to 
think ahead clearly are fitted to do better jobs. 


The preparation of a budget requires skill and care. Past oper- 
ations and results must be studied and then analyzed to match the 
accounting setup so that they will be parallel when records are 
made. Present and future conditions must be studied and taken 
into consideration. The controller or accountant should super- 
vise the job, but each supervisor must concur in the items budgeted 
for his responsibility. 

The first step is a Master Budget as shown in Exhibit 2. This 
determines the level of operations for the year under considera- 
tion. It is usually best to set up a revised budget each year about 
a month in advance of actual use. The level decided upon for a 
month’s sales permits accurate calculations for the loading for 
each cost center. Seasonal differences may be recognized if de- 
sirable. 


The net sales amount gives the loading for the selling and ad- 
ministrative cost center, except when some other basis of expense 
allotment is desired. In such case it may easily be calculated 
from the sales setup. 


The direct labor amount gives the basis for loading the factory 
and general cost centers. It is necessary fo select a common de- 
nominator for factory operations. The best is a “Standard Al- 
lowed Man Hour.” However, the Standard Direct Labor Dollar 
may be used successfully. Dozens of various garments produced 
is not a good basis for measuring production because the labor 
content varies too much between styles. ~ 


Next, budgets are prepared for each cost center (Exhibit 3). 
These include direct labor and expense for operating centers, but 
expense only for all others. 

The loading of 37,980 standard allowed hours for one month, 
as indicated in Exhibit 3, will produce a direct labor cost of 
$20,725, for a total manufacturing expense of $11,400. Both 
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of these figures check with allowance on Master Budget (Ex- 
hibit 2). 

Therefore, the budget rates for direct labor plus expense are 
_ $1.325 per Standard Allowed Hours for cutting ; $.765 for sewing 
and $1.080 for pressing. These are the rates for costing indi- 
vidual styles and also for costing the tot«! Standard Allowed Hours 
produced for cost clearance ; for labor analysis the budgeted direct 
labor portion of the rates are used. 

The treatment of the general cost center and the selling and 
administration center is similar except for the omission of direct 
labor. 

Each account item on the labor and expense budget for each 
center is supported by a separate detail sheet giving all the data 
with reference to the source of information, the reasons for the 
selection of the amount, the names and amount of wages for all 
indirect labor, etc. Signed approval of the controller and also of 
the supervisor responsible for the cost center is required. 

Expenses are of three classes: “F” representing fixed, regard- 
less of volume activity; ““V” representing those varying in cost 
directly with production, in which case it is the rate per Standard 
Allowed Hours which is fixed; and “C” representing those which 
vary but not in exact relation to activity. For the latter, curves 
are laid out giving the allowance in dollars for percentages of the 
normal load from 40% through 100% (normal) to 160%. 


Setting Standards 


Definite standards are required for materials price, materials 
usage, direct labor and expense. 

Materials standards of price for piece goods (Exhibit 5) are set 
at the unit figure per yard of cost most likely to prevail during 
the current year. The judgment of buyers and managers is ac- 
cepted. For sundry materials a standard price is also set in the 
same manner per gross for buttons, per pound for thread, per box 
for paper boxes, etc. 

Materials standards for use are applied only to piece goods, 
based on the yards per dozen garments as determined by test 
markings laid out for this purpose. Sundry materials are not 
measured for yield factor, except for spot tests required to show 
shrinkage allowance necessary for waste. 
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Direct labor standards when based upon Standard Allowed 
Hours require a program of careful and intensive time and motion 
study of each element of every operation. Only by such a pro- 
cedure is it possible to eliminate the gross errors which are com- 
mon in this industry. In many factories piece rates have often 
been set by foreman’s or forelady’s guesses. Such practices usu- 
ally result in cutting rates because of greatly increased earnings. 
Reactions from employees are disastrous. Such a condition can- 
not be too severely condemned. 

Exhibit 4 shows a sample of the results of a proper study and 
analysis. With this tool properly prepared and applied the stand- 
ard labor cost of any garment may be quickly and accurately en- 
tered on a form similar to Exhibit 6 and the total Standard Al- 
lowed Hours calculated at any rate per hour. 


Expense standards are provided in the cost center budgets (Ex- 
hibit 3). 


Standard Cost of Products 


Exhibit 7 shows the method of calculating the cost of individual 
garment styles. This record should be prepared for each sample 
garment and submitted to the management with the sample before 
adoption. Space is provided at top for description, selling price 
and identifying style number. All calculations on the card are 
to be made at standard quantities figured at standard price. In 
the lower right part is a space for current cost calculations not 
affecting standard cost. This provides a means of making a memo 
of current costs for setting selling prices only. At the left bottom 
is a summary for quickly judging both manufacturing and total 
cost. At the top left are details of material cost and at the top 
right details of labor and expense. While these are shown sep- 
arately, it is better to use them combined in one rate for each class 
of labor set up. 

Each invoice for shipment must be costed at standard manufac- 
turing cost from Exhibit 7, and extended by quantities shipped. 
A careful sales analysis by selling price, quantity and standard 
gross margin is essential. Sales of products must be separated 
from transportation charges, sales of machinery, materials, sup- 
plies and waste. The records should be arranged by classes of 
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products, salesmen, or by states, or both, and at least for import- 
ant, if not all customers. 


Operating Statements 


Cost and variation statements shown in Exhibit 8 are made 
up rather than a cost or factory ledger. One statement for each 
cost center is required each month. They are filed in a mutiple 
ring binder shingled, so that eventually an entire year’s ratios 
and variances may be quickly compared and graphs made if 
desired. 

A total manufacturing summary is inserted to show manufac- 
turing operations and a total summary of all departments is in- 
serted to show total operations. Direct materials are not shown 
on these operating statements either for price or yield variances. 
The ratios show the activity and the current cost (100% is budget 
or normal in all cases). 


Variances from Standard Costs 


Material price variances are calculated from the vendors’ in- 
voices by comparing the net invoice price with the standard price 
shown on Exhibit 5. The standard value is distributed to in- 
ventory account #20 (subdivided as desired), while the variance 
is charged to variance account #92 if a loss, and credited if a 
gain. 

Material usage yield variances are calculated from completed 
cutting orders daily and summarized monthly. Yards used are 
compared with yards per dozen allowed (Exhibit 5). Inventory 
is charged and variance account #92 is credited when total net 
monthly gains are shown, and the reverse if loss is indicated. 
Subsidiary records are desirable to obtain details by marking 
operators, by kinds of fabric and by models. Average sizes are 
used as standard. Sometimes it is advisable to make lot size cali- 
brations, but usually not. Both price and yield variances are 
shown only on the Earnings Statement (Exhibit 9) under the 
heading “Adjusted Cost of Sales” (Section A). 

Direct labor and expense variances are detailed on Exhibit 8 
and summarized on Exhibit 9. 

The executives and supervisors may quickly judge as to the 
efficiency of operations for which they are responsible and follow 
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through on the detail. Red indicates loss and the necessity for 
action. Black indicates gain, showing successful cost reduction. 

By adjusting the cost of sales by the amount of the variances, 
earnings and balance sheet figures present the values that the man- 
agement always wishes to see. Variance account is kept open 
until the end of year, then closed to profit and loss, unless a por- 
tion is desired kept as a reserve, but then only when total net gain 
is a fact. 


Financial Statements 


The shingling method is used in the Statement of Earnings 
(Exhibit 9) to provide quick comparisons with last month and 
for the same month last year and for the year, and also with 
the master budget, which may be either on average month or 
seasonally adjusted months. The upper portion presents a con- 
densed picture with supporting sections for: 

A. Adjusted Cost of Sales (with variances shown) starting 
with Standard Cost of Sales and ending with Adjusted Cost 
of Sales. 

B. Selling and Administrative Standard and Actual Costs. 

C. Other Profit and Loss Charges and Credits. 

Year to date is at right side, current month to the left. Ratios 
of items related to net sales at 100% is, in effect, the dollar break- 
down of sales. 

The Balance Sheet (Exhibit 10) is also a shingled arrangement 
covering one year. Sometimes the following additional support- 
ing statements are helpful : ; 

(a) Personal account balances 

(b) Inventory movement and turnover 

(c) Condensed comparative condition with various ratios. 


Summary 

Complications of details which sometimes arise have been 
avoided herein, although any practical necessity may easily be 
cared for. Here is a costing and accounting method adaptable to 
any garment manufacturer’s needs. The details are quite enough 
to guide the management. Custom is cast aside and direct meth- 
ods used rather than expensive duplications and recopying. The 
plan comprises cost centers, an accounting structure, and budgets 
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arranged parallel with the authority and responsibilities of the 
organization of personnel. 

The object of the plan is to present to the management variances 
from established standards. This requires them to make a definite 
plan annually, then to observe the signs and signals which point 
out the proper direction and the weak performances which re- 
quire executive attention. The accounting records are based 
solely upon standard costs. However, the final balance sheet and 
earnings statement reflect so called actual costs. Incentive com- 
pensation is suggested for wage earners and for supervisors and 
executives. Such a Standard Cost Control plan is one of the 
prime requisites of good management together with a quality 
product, modern equipment, control of materials, and a strong 
organization of personnel. 
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Exuusir 1 
CHART OF ACCOUNTS 


(a) Gener’ Ledger 


Classification No. 


1. Cash and Receivables 11 


2. Inventories 20 
3. Investments 31 
32 
33 
4. Plant and Property Ps 
44 
45 
46 
48 
49 


5. Deferred Charges 


6. Current Debts 


7. Long Term Debts and 
Reserves 
8. Net Worth 


9. Operating 


Account 


Cash in Banks 

Petty Cash 

Accounts Receivable 

Notes Receivable 

Reserve for Deductions 

Officers and Employees Accounts 


Inventories, Raw, Process and Finished 


Stocks and Bonds 
Subsidiaries 
Cash Surrender Value Life Insurance 
Land 
Buildings 
Machinery and Equipment 
Good Will 
Construction Authorized Unfinished 
Reserve for Depreciation of Buildings 
Reserve for Depreciation of Machinery 
and Equipment 
Prepaid 
nterest Payable Prepai 
Interest Receivable Accrued 
Expense Unabsorbed 
Advances to Salesmen, etc. 
Indirect Materials and Supplies Inventory 


Notes Payable 
Accounts Payable 
Taxes Accrued 
Interest Payable Accrued 
Payroll Accrued Unpaid 

eral Income Tax Unpaid 
Social Security Tax Accrued 


Bonds and Mortgages Payable 
Reserve for Contingencies 

Reserve for Inventory Losses 
Capital Stock Common 

Capital Stock Preferred 

Surplus 

Profit and Loss 

Variances from Standard Mfg. Cost 
Sales 

Expense 
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Exuusit 1 (Continued) 
CHART OF ACCOUNTS © 


(b) Subsidiary Distribution 


For subsidiary sqcogatig the following indicates the method required 
ibu 


under accounts payable distr 
211 Piece Goods (Bodies) 
2111 Woolens 


2115 Rayons 


212 Linings 
2121 Pocketings 
2122 Interlinings 
2123 Coat Linings 


2217 Buckles and Hooks 
231 Thread 


241 Paper Boxes, etc. 
51 Insurance 
511 Fire 
512 Use and Occupancy 
512 Boiler 
513 Compensation 
514 Group Life 


58 Supplies (Indirect) 
580 Miscellaneous 
581 Machine Parts 
581 Cleaning Materials 
581 Stationery and Printing 
582 Office Supplies 
583 Etc. 


92 Vesenes from Standard Mfg. 
t 
921 Materials Price 
9211 Woolens. 
9212 


te. 
922 Linings Price 
923 Findings Price—Buttons, 


Thread, etc. 
924 Piece Goods Yield 
925 Direct Labor and Expense 
(From Cost and Variation 
Statements) 


tion amplified as may seem desirable: 
99 Expense 


990 Direct Labor 

991 Indirect Labor 
9911 Executives 
9912 Supervisors 
9913 Clerical 
9914 Service Men 
9915 Machinists 
9916 Janitors, etc. 
9917 Maintenance 


992 Miscellaneous Expenses 
9921 Traveling and Entertain- 


9924 Loss on Damaged Products 
9925 Company Autos 
9926 Credit for Sale of Scrap 
9927 Supplies from Stores 

993 Delivery 
9931 Freight and Expense and 


T 
9932 Postage 
996 Maintenance 
9961 Building Repairs 
Machine and Equipment 
Repairs 
997 Public Service 
9971 Light and Power 
9972 Heat 
9074 and Telegraph 
ele; elegra; 
9975 Gas 


998 Public Relations and Welfare 


9981 Advertising 
9982 Dues and Subscriptions 
9983 and Professional 
ervices 
999 Fixed Charges 


D 
9994 Taxes (Local) 
9995 Social Security Taxes 
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bare 
Dec. 10, 1936 


STANOARD DATA 
ver Standerd 


BUDGET FOR DIRECT LABOR AND EXPENSE 
FOR 193_7 


Exhibit 3 


oF no. oF Raves 

990) | Cutting 2 
9903 i Sewing 28,447! 13,228 | .765! = 
9905 | Pressing 5,200 3,056 | .780/.300 |L.08 

TOTAL FOR PLANT 37, 3 7 = 


 VanVARIABLE PER UNIT. — cLAsses— 
9912 | Supervisors P 750 | 00 
9913 |Clericel c 130 | 00 
9914 | Service Men ¢ 175 | 00 
9915 |Mechinists 375 1.00 
Total Indirect Labor 1/4350 | 00 * 
9924 |Loss on Da d Products vy 420 | 00 
9927 | Supplies 500 | 00 
2962 | Machine & Equipment Repairs y 
9971 | Light & Power c 00 
9975 |Gas {ele} 
Total Direct Charges 3/780 | 00 : 
Applied from General Expense 71620 100 x 
Total Expense 11} 400 | 00 | +300 
Total Direct Labor & Expense 3321125 |o 
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Exhibit 5 
Description of Fabric |Mill IMfgers.No. 
Std. Pric 
Width Date Per Yard 
Weight 
Material Standards for Price 
Model Kind of Germent /Model No. 
td. Yards 
Standerd Size Date ree 


Material Standard Yard Per Dozen 
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DIRECT LABOR ANALYSIS. 6 
Hem Belt T Hem Tie or Tab 
Make Bele T | 81] Set Ruffle 
Piece Belt 
Turn Belt 
Tack Buckle 
Make Belt Loops SF | 48] Join Skirt to Waist (Front) 
Set Belt Loops SB | 48] Join Skirt to Waist (Back) 
Bind SH Join Shoulders 1st 
SH | 49] Join Shoulders 2nd 
Hem 
Make ss Set Sleeves ist 
Pleat SS | 84] Set Sleeves 2nd 
Shirs 
Set Cuffs to Sleeve—Ist CO | 83] Set Collars ist 
Set Cuffs to Sleeve—2nd CO | 84] Set Collars 2nd 
SI Close Sides ist 
Bind Collar SI | 19] Close Sides 2nd 
French Pipe w Close Waist Ist 
Hem W | 19] Close Waist 2nd 
Make 
Piece D 49) Hem Bottoms 
Shire 
D | 15] Buttonhole 
D | 58] Mark for Buttons 
Hem—Clean Finish D | 14 Buttons 
Piece Fronts 
Pleat Fronts D | 91] Snaps 
TOTAL DRESS 
BA | 48 Band Bloomer 
X | 48] Join Crotch Ist 
X | 49) Join Crotch 2nd 
XG | 32) Elastic Back 
XB | 32] Elastic Legs 
Hen, Pockets XG | 43] Hem Legs 
Make Pockets XB | 48} Seam Backs 
Set Pockets XF | 48] Seam Fronts 
XP | 83) Set Pockets 
X | 18] Side Seam ist 
X | 19} Side Seam 2nd 
Hem Ruffle 
Shire Ruffle 
TOTAL BLOOMER mann 
Piece Front Skirt D | 95 Trim Dress 
Piece Back Skirt X | 95) Trim Bloomer 
Pleat Front Skirt BT | 95 Trim Belt 
D | 39 
x 136 


DAT 
BO 
8 
| 
a 
F 
‘ > 
P 
P is 
SF | 64 
| 
sB 
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STANDARD INDIVIDUAL STYLE COST 
Exhibit 7 
| STANDARD STYLE COST Factory pmice assoet. a 
The Ideal Garment Co. | 
DIRECT MATERIALS DIRECT LAIOR AND EXPENSE 
| PC. CUTTING 
ee . STi Tonine 
PC. GOODS j 
| 
PC, 60003 TOTAL 
THREAD Totm cost 
Suttons DISTRIBUTICN COST=-GROSS AN NET MARGIN” 
SELLING PRICE PER O02. 
Factory cost 
PACKING MATERIAL GROSS BARGIN AT s 
OISTRIBUT ION Cost 
rer ooz. 
tole 
FINOINGS TOTAL WET PROFIT, AT STANDARD 
SUMMARY OF STANDARD COSTS CURRENT MEMO COSTS 
pen | PER RATIC PER COZ. | | PER 
PIECE 
FiMOINGS 
PACKING WATERIALS 
DIRECT LABOR EXPENSE 
Factory cost 
cosT 
cost 
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IDEAL GARMENT CO. 


Pe Teo 


CURRENT RATIOS 


To DATS 


COST PER UNIT PRoOUCED| 


cost RATIOS 


ACTUAL STANDARO 


'rem 


COST PER PRODUCED 


curRenT 


ACTUAL 


cosT RATIOS 


OiRECT LABOR 


INDIRECT LABOR 


DIRECT EXPENSE 


TOTAL 
= 


SUMMARY oF VARIATIONS 


DIRECT LABOR 


INDIRECT LACOR 
OIRECT EXPENSE 


CONTROULABLE TOTAL KEY MAN 


UNCONTROLLABLE OIRECT LABOR 
EEVISION OF STANDARDS 


TOTAL VARIATION 


STANDARD COST _RECGVERED 
ANALYSIS OF LABOR & EXPENSE 


CONTROLLAGLE 
VARIATIONS 


ACTUAL LASoR] CURRENT 
& EXPENSE [ALLOWANCE 


OF 


T 


STANDARDS | 99 


CONTROLLABLE 
VARIATIONS 


SUPERVISORS 


CLERICAL 


MACHINISTS 


REPAIR 


LIGHT & PoweR 


WATER & GAS 


TELEPHONE & TELEG. 


DyES & 


LEGAL & PROFESIONAL 


INSURANCE 


RENT 


10N 


Taxes Crocan) 


SOCIAL SECURITY TAXES 


EXPENSE. 
TOTAL # EXPENSE 


UNIFLOW COST & VARIATION STATEMENT 
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THE IDEAL GARMENT CO 


O 


Exhibit9 


O 


MONTH OF 


ITEMS 


% 


YEAR W oaTe 


GROSS SALES 


1658S RETURNS 


LESS OTHER DEDUCTIONS 


NET SALES 


100.0 


LESS ADJUSTED COST OF SALES 


GROSS MARGIN 


LESS SELLING & ADM. EXPENSE 


OPERATING PROFIT OR LOSS 


OTHER P&L. INCOME & CHARGES 


EARNINGS BEFORE INCOME TAXES 


ALLOWANCE FOR INCOME TAXES 


NET EARNINGS 


ADJUSTED COST OF SALES 


STANODARD- COST OF SALES 


LABOR & EXPENSE VARIATIONS 


MATERIALS PRICE VARIATIONS 


MATERIALS YIELO VARIATIONS 


ADJUSTED COST OF SALES 


SELLING & ADMINISTRATIVE VARIATIONS 


BUDGET ALLOWANCE 


ACTUAL cosT 


VARIATION 


OTHER RAL. INCOME & CHARGES 


INTEREST EARNED 


RECEIVED 


U Vs 


Loss 


MISCELLANEOUS CHARGES 


OTHER PAL INCOME & CHARGES 


EARNINGS STATEMENT 
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THE IDEAL GARMENT CO. 


Exhibit 10 


MOUTH ENOWS 


ASSETS 


rer | WORSE THAN 


CASH ON HAND AND IN BANKS 


ACCOUNTS RECEIVABLE LESS RESERVES 


NOTES RECEIVABLE 


INVENTORY 


TOTAL CURRENT ASSETS 


LANO 


BUILDINGS LESS RESERVES 


EQUIPMENT LESS RESERVES 


ToTAL ASSETS 


INVESTMENTS ~ SECURITIES 


- SUBSIDIARIES 


DEFERRED CHARGES 


TOTAL. OTHER ASSETS 


TOTAL ASSETS 


LIABILITIES, RESERVES & NET WORTH 


NOTES PAYABLE 


ACCOUNTS PAYAGLE 


TAXES ACCRVED 


INCOME UNPAID 


PAYROLL ACCRUED 


TOTAL DEBTS 


CAPITAL STocK common 


CAPITAL STOCK ~PREFERRED 


SURPLUS - 


PROFIT & - CURRENT 


NET WORTH 


TOTAL LIAGILITIES, RESERVES ANET WORTH 


BALANCE SHEET 
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A JOB ORDER COST SYSTEM FOR A COMPANY 
MANUFACTURING UNIFORMS 


By Gordon W. Schroedel 
W. E. Hutton & Co., Cincinnati, Ohio 


Type of Products and Cost System 


| Poa IT BE assumed that this company manufactures uniforms, 

headwear and equipment for all types of organizations. Some 
of the organizations for which it tailors uniforms are as follows: 
American Legion, amusement parks, firemen, policemen, bell boys, 
bus drivers, mail carriers, traction men, watchmen, waiters, Na- 
tional Guard, United States Army, United States Navy, United 
States Marines, United States War Veterans, railroad men, por- 
ters, lodges, fraternities, hotels and department stores. They are 
jobbers of headwear and equipment including shirts, belts, puttees, 
metal badges and insignias, raincoats, handcuffs, police whistles, 
Sam Browne belts, police batons, etc. 

The type of cost system needed for this kind of industry is a 
job order system. The characteristics of its productive system 
require a job order cost system, because every manufacturing 
order needs specified construction. Products are widely different 
in character, manufacturing orders vary in quantity, and many of 
them, calling for different kinds of uniforms, flow through the 
factory at the same time. 

Although vests for uniforms are manufactured by an outside 
concern, the material for them, already cut, is furnished by the 
company. The same is true for the making of buttonholes in 
pants and coats. The headwear that is supplied by the company 
is not manufactured by them, but by an outside company. 


Sales Orders 


The sales orders vary in quantity. They are solicited by sales- 
men and secured by contract. The contract orders for uniforms 
of police, mail carriers, street-car men, and firemen range in time 
from six months to one year. The quantity of a contract depends 
upon the inspection of each of the above organizations. The fill- 
ing of a contract of this type can be done singularly or in group 
depending on the individual customers. 


1331 


a 
+, 

ie 
| 


. 
= ~ 


N. A. C. A. Bulletin August 1, 1937 


The contract orders dealing with special uniforms such as the 
American Legion, bands, hotels, and the United States Army are 
definite in quantity. The filling of an order for these groups is 
done in a quantity lot. 

Orders are received from clothing stores for uniforms which 
are manufactured in stock sizes. Twenty per cent of the pro- 
duction of the plant consists of stock work performed for these 
store dealers. All sales orders are filled by production. Each - 
sales order specification is different and is made up specially. 


Production Orders 

The quantity of a production order depends upon the quantity 
of a sales order, varying from one uniform up. A production 
order is never sent through the factory without a secured sales 
order. The production of the plant fluctuates slightly. It is at 
its height at the beginning of each season, and drops off somewhat 
towards the middle of the season. 

The production orders, including special and stock uniforms, 
are routed through the same departments. All the garments do 
not go through the bullion department, except when bullion work 
is required. Otherwise, there is no deviation in the production 
as to routing. Of course a distinction between stock and special 
orders is made within the department. Only certain hands work 
on stock work, and the same for special work. 

All production orders including stock orders are special in their 
manufacture. Each order is filled as per’ specifications with regard 
to measurements, style and equipment. The production records 
show that about forty thousand coats and fifty-two thousand pants 
are manufactured in a year. 


Price Policies 


The prices in the manufacture of uniforms are competitive. 
The bids on contracts are given out by the sealed envelope method. 
The contract price depends on the quantity of the garments, re- 
quirements of the order, and various other details which are too 
numerous to mention in this report. Estimates are also given on 
individual orders for United States Army uniforms or other single 


special garments. 
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Cost Accounting Period 

The general accounting perio for this concern is one year. 
This is divided into monthly int~ vals for cost accounting pur- 
poses. 

Perhaps a more efficient cost period would be one of four weeks, 
so that the year could be divided into thirteen periods of four 
weeks each. As compared with the monthly cost period, the four- 
week period has the advantage of making al! cost periods of equal 
duration, and hence more valuable in comparing cost figures for 
different periods. The monthly basis requires that in making 
comparisons, allowance must be made for difference in the num- 
ber of days in each month. The four-week period has the dis- 
advantage that many cost items are by custom placed on a monthly 
basis as, for example, monthly wage payments, bank statements 
and statements from creditors. 

Therefore, the most practical cost accounting period of this 
company is the month and the basic cost statements should be 
made up monthly. 

Expense Distribution Sheet 

General factory expenses may be distributed on the following 
bases : 

PT By the number of workers. The floor 
space method could have been used, 
but is not as equitable as the former 

Foremanship ............ By the actual amount used in each de- 
partment. Each amount was secured 
from the payroll sheet. 


Indirect Labor .......... By floor space, because more indirect 
, labor is consumed in a large area than 
a small one. 
Depreciation of Machinery. By the value of the machinery. 
Taxes on Machinery...... By the value of the machinery. 
Insurance on Machinery...By the value of the machinery. 


By floor space. 


4 
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Liability Insurance........ By the number of men in each depart- 
ment, because the cost is directly pro- 
portional to the number of men. 

Factory Repairs ......... By the actual amount of expense se- 
cured from expense and orders, giving 
the labor and material. 

Stationery and Printing... By an arbitrary basis. 


Miscellaneous Factory Sup- 

By an arbitrary basis. 

By the number of connected horse- 
power. 

BE bevebeessccegeuced By the number of bulbs in each de- 
partment. 

By the actual amount used by each de- 
partment, and obtained from requisi- 
tions. 

Machine Shop .......... By the value of the machinery in each 
department. 


Busheling Department ....By the amount of production, because 
more production means more repairing 
and outside service. 

Shipping Department ....By the floor space method. 

Inspecting and Packing...By the amount of production, because 
more production means more inspect- 
ing and packing. 

Burden Rates 


A general burden rate cannot be determined for all departments 
by dividing the departmental expenses over the units of output, 
in the factory described in this report. The labor cost method may 
be used as an expense burden for the cutting room, trimming room, 
and the bullion department. In each of these departments, the 
employees work substantially with the same equipment under sim- 
ilar conditions. The wages are fairly uniform in each department 
and all the work performed is done by hand. 

In the coat and pants shop, the production-center method can 
be used in distributing the departmental expenses because there 
are two classes of work performed, machine work and bench 
work. Each department can be subdivided into a machine area 
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and bench-work area. The departmental expense of each depart- 
ment is prorated over the machine and bench-work production 
centers. Each production center of every department will have 
its own burden rate. The labor-hour method should be used for 
both machine and bench-work production centers, because in both 
cases time is a dominant factor, wages are not uniform (mostly 
piece work rates), and all the employees work under similar con- 
ditions. 

The cap department expense can be divided over the units of 
output by the total amount of sales per month. The burden rate 
can be determined by dividing manufacturing expense by dollars 
of sales. This burden rate is the most practical because so many 
different products are jobbed by this department and not manu- 
factured. Because the products of this department are not manu- 
factured, the departmental expense must be handled like selling 
and administrative expenses, which are distributed to the units of 
output in a similar manner. Among the products this department 
jobs are caps, raincoats, badges, belts, sweaters, service stripes 
and whistles. 


Over- and Under-Absorbed Burden 

Over- and under-absorbed burden is carried directly to the profit 
and loss account, either as a debit or credit. Any other system 
using a supplementary rate, by which an attempt is made to dis- 
tribute the over- and under-absorbed burden over each item of 
production, would require too much clerical work, and would 
therefore be impracticable. 


Diagrams and Charts 

The accompanying diagrams of the cost accounting process sum- 
marize the foregoing discussion into one workable system. A 
little study of the manner in which the various accounts are dove- 
tailed, readily reveals the method of operation of this job-order 
system. 

Other charts which are appended indicate the general nature 
of the accounts in the general ledger and method of presentation of 
items on a manufacturing statement, profit and loss statement, 
and balance sheet. Forms which may be useful in particular 
phases of the system, are also shown. These are largely self-ex- 
planatory. 

1335 


> 
q 

? 
rs 

f 

| 
| 4 
| 
| 

| 


. 


August 1, 1937 


N. A. C. A. Bulletin 


1336 


- 


? 
— 
} 
| 


N. A. C. A. Bulletin 


August 1, 1937 


‘Boy SOPH WS LIE 
"BY “AIS | 


‘Boy “Ald “WO 
SON | 77202 

aiqeéeg | [102 


“POY Yue 40} 


yepeds | 10s 


siskjeuy Joqey | 
SPOOL) paystuly | 
JO $9103S | 
ZOE 
Aned | 1'0Z 

OD INIT, MON | ZT 

yueg yeuoneNn 


snjding | 
| 


(uousm0}) 3903S 


| 


Sexe], peniny 

XB], JO} 
SJUNOIIY Pe 
‘dinby JO} 


ajqedeg 
aqedeg 


pue predasg 


predoig 
aouesmsuy predoig 


AIOPOAUT 
SION, 


Aned 


Yyse-) 


snyjdins | 
[ede 
39035 


Sasuadxq] 


SIAIISIY 
yunosxy 
sajqeAeg pue 


ysey 


Aserpisqns 


LaaHS ADNV 


1337 


3 

» & 

wo 2 

aig T 

| 

| | 


N. A. C. A. Bulletin 


August 1, 1937 


| 
Suonisinboy | 
“dxq seannsexy | YES 


suonisinbey | 
sireday | Y60r 


yoog psossy 


esuadxy Suiddiys | 709 
“dxq] usuisapes | 
SUOISSIUIUIOT) | 
| [99 
asuadxg “wpy | O1S 


| 60S 
| QOS 
| Z0S 

pue suoydayay | 906 


syunosoy peg | S0S 


| | 
sasusdxy 


quouidinby uo saxey | 
uo | cop 
| 

| COP 

J | 

| [Op 


sesuadxy 


sasuadxy 


sasusdxq 


sasuagxay 


00S 


1338 


Arerpisqns 


Syunossy jessues) 


pue ssuedxq dnosy 


LaaHS AWOONI 


% 
5 
= 
3” 
$2 
3s 
a 
g 
\ | 
| 


N. A. C. A. Bulletin 


August 1, 1937 


pue | 00ZI pur 3904 | 00ZT 
12430 | OOIT 

syunodsiqy | 
JO | 008 


Jeusnof sajeg peusnjoy | Z0/ 
| VIOZ $8055) | 102 | 002 
Sanuaaay 
asuadxy | B09 | 
uo | £09 
“Bay ajdureg ysyems | yo09 Sajdures | 909 
| $09 
| 
syunos0y Axeipisqns Jaspey onusAdy pue ssuadxq 


(panuyu0}) LHAHS ANOONI 


a 
4 
| 
i 
¥ 
| 
i 


N. A. C. A. Bulletin August 1, 1937 


The General Journal and the Ceneral Ledger are of 
the customary type. 
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PIECE WORK TIME TICKET 


DAY WORK TIME TICKET 


AFTERNOON exTRA 


erant| | staat | ‘stor | stant! stor 


DAY 


STant | | | stant! sTor 


BREE 
Sat 
TOTAL 
ren g wounty mare 
COST CARD 
19 No 
DESCRIPTION NAME oF PART 


PRODUCTION COST 


Matenal Hrs. Labor Fectery Expense Totals 
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: Piece Goods Requisition Ne 1272 
ONLY ONE ITEM ON REQUISITION 
FILLED BY. ISSUED BY. 
groce | RECORD | CHARGED PRICE PER AMOUNT 
Fiestiin, Firttect Methed 


keturved Sfrores 
REQUISITION CARD 
Use for ALL Service and Material Required Outside Your Own Department 
Date: 


From Dept. 


| 
Chg. to Dept. 
Chg. to Order 
Chg. te Job 
SIGNED: 
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